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STATE PLAN UNDER TITLE XIX OF THE SOCIALSECURITYACT 
MASSACHUSETTSMEDICALASSISTANCE PROGRAM 

Methods Used to Determine Ratesof Payment 
for Non-State Owned Chronic Disease and RehabilitationHosPitalServices 

DESCRIPTION OF PAYMENT1. GENERAL METHODOLOGY 

The following sections describe the methods and standards utilizedby the Division of 
Medical Assistance ("Division") to establish rates of paymentby contract, to be effective 
October 1, 1999 (Rate Year (RY) 2000), for services renderedby chronic disease and 
rehabilitation hospitals to patients entitled c. 118E. § lto medical assistance underM.G.L. 
et seq. 

A. 	 ChiefComPOnents: The paymentmethoddescribedinthisattachment is 
a comprehensive per diemrate for each participating hospital. The daily 
rate covers both routine and ancillary services providedto inpatients. The 
base year used forboth operating and capital cost informationwas HFY 
1993. A composite inflation index was usedto updatecosts from 1993 to 
2000. Individual efficiency standards wereappliedto Inpatient Overhead 
costs, Inpatient Capital Costs six (6) Inpatient Direct Ancillary costs. 

B. Patients TransferredfromStateFacilities: The followingdescribesthe 
payment method for non-State-Owned Chronic Diseaseand 
Rehabilitation Hospital services providedto former patients of Lakeville 
Hospital, a State-Owned Nonacute Hospital which has been closed. 

1. 	 The rateofpaymentinconnectionwiththisstatefacilityclosure 
has been set underbased on allowableactual costs the 
methodologydescribedherein and expenseswhichmustbe 
incurred by aproviderinorder to servetheparticularpatients 
transferredfromthisstatefacility.TheDivisionofHealthCare 
Finance and Policy(DHCFP) reviewed the budget costsofthe 
hospital, to which patients wereto betransferred, and found them 
to meet the reasonableness standards of therate methodologyof 
the Division of Health Care Finance and Policy (DHCFP). Pursuant 
to such rate setting, the provider must demonstratethat items and 
services,furnishedbecause of the special needs of the patients 
transferred,arenecessaryinthe efficientdeliveryofnecessary 
health care. 

C. 	 MANAGEDCare for Non-StateOwnedChronic Disease and Rehabilitation 
HoPitals:The Division has established a contractual managed-care 
program with non-State Owned Chronic Diseaseand Rehabilitation 
Hospitals. Contractually, this program was established through the 
addition of special conditions to the standard Medicaid provider 
agreement. The intent of the programis to allow Hospitalsan opportunity 
to provide management of the deliveryof all Medicaid covered medical 
services andcare neededby the Recipient whilean inpatientat the 
Hospital. Contracted hospitals will have the responsibilityto provideor 
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arrange and payfor allMedicaid covered medicalservices, except 
acute inpatient hospital services. Providers with a managed-care 
program agreement must continueto comply with all applicablelaws 
and regulations, including42 CFR 43 1.51, the Recipient free choice of 
provider right. 

0. 	 The followingdescribesthepaymentmethodologyfornon-State-Owned 
Chronic Diseaseand Rehabilitation Hospitals which enter into an 
agreement with the Division of Medical Assistance (DMA)to offer a 
managed care program for inpatients and/or outpatients in a facility.To 
receive such payment, a non-State-Owned Chronic Diseaseand 
Rehabilitation Hospital must agree,by contract with the Division of 
Medical Assistance (DMA), to one of the conditionsbelow. 

1. 	 Provideorarrangeforall Medicaidcovered services,except 
acute in-patient hospital services,to all MedicaidRecipients who 
are inpatients of the chronic hospital.The per diem rate shall not 
exceed thesum of(a) the lowest per diem amountpaid by the 
Medical Assistance Programto a chronic hospital for inpatient 
care, (b) the average per diem amountpaid by the Medical 
Assistance Program for all otherMedicaid services provided to 
Recipients in such chronic hospital,(c) the average per diem 
Medicare co-payment and deductiblepaid by the Medical 
Assistance Program on behalf of such Recipients,and (d) 
additional costs incurred by the chronic hospital (i)offering 
services on-site-which usually areprovided only off-site, (ii) ­
providing case management servicesto Recipients awaiting 
admission to the chronic hospitaland (iii) developing any 
innovative community long-term care modelsto which the Division 
of Medical Assistance (DMA) agrees. Actual payment to the 
chronic hospital shallbe the contracted monthly per diem rateas 
so described, less anypatient paid amounts and or any third party 
payments. Where the per diemrate does not include the average 
Medicare co-pay and deductible stated insubsection (c), the 
facility may separately bill and receive from the Division of Medical 
Assistance (DMA) an amountequal to the Medicare co-payment 
and deductible. 

2. 	 Providefor certain servicestodisabledchildreninaspecialtynon­
acute pediatric hospital.The hospital may provide for both the 
inpatientand outpatient medical, surgicaland dentalneeds for 
disabled infantsand children. In addition, the hospitalwill be 
responsible for the coordination of care with other health care 
providers and appropriate stateand local agencies. 

3. 	 Reimbursement will be based on a per diem rate for inpatient 
services and a per visit rate foroutpatient services. The 
methodology to establish the separate rates be the following: 

a) 	 Inpatient Per-Diem = AnnualBudget x Percentage of 
Annual Budget for inpatient servicesDIVIDED BY prior N 
actual Medicaid patientdays 
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b) 	 OutPatientPer-Visit = AnnualBudget x Percentageof 
Annual Budget for Outpatient ServicesDIVIDED BY prior N 
actual Medicaid outpatientvisits 

4. 	 Actualpaymenttothenon-acutepediatrichospitalshall be the 
contracted per diemand per visitrate as establishedabove paid 
on a weekly basis. A total of all payments made in the preceding 
quarter willbe determined by the Division of Medical Assistance 
(DMA). If payment to the hospital in thepreceding quarter 
exceeds the Quarterly Budgetby  lo%, the hospital must return the 
difference between the amount of actual payments made for the 
quarter and the Quarterly Budget amount.If payment to the 
hospital for the preceding quarteris below the hospital's Quarterly 
Budget by 10%.the Division ofMedical Assistance (DMA) will, for 
the firsttwoquarters only, reimburse the hospital the difference 
between the amount ofactual payments made for the quarter 
and up to10% of the Quarterly Budget amount. 

II. DEFINITIONS 

Administrative Day (AD). An inpatient day spent in a hospitalb y  a patientwho 
has been identifiedb y  a Peer Review Organization (whereapplicable) or 
otherwise b y  the Divisionof Medical Assistance (DMA) orby  the Departmentof 
Public Health(DPH), or any combination of these organizationsas a patient not 
requiring hospital level of care. 

Administrative Ray Per Diem Rate(AD Rate) An all-inclusive daily rateof payment 
paid to Hospitals for Administrative Days. 

Base Year. (1) For Hospital's licensed and/or operatedas non-State-Owned 
Chronic Diseaseand Rehabilitation Hospitals in Fiscal Year1993(FY 1993). the base 
year is the Hospital'sFY 1993. (2) For Hospital's licensed and/or operatedas non-
State-Owned Chronic Disease and Rehabilitation Hospitals inFY 1993 but 
converted a majority of beds FY 1993, the baseto long term care beds during 
year shall be FY 1994 deflated toN 1993. (3) For Hospital's licensed and/or 
operated as non-State-Owned Chronic Diseaseand Rehabilitation Hospitals inFY 
1993, but which eliminated a majority of and closed the facilityand which in 
subsequent yearscontinued to providesome services ina new location under a 
new management, the base yearis the first cost reporting period at least 
twelve months after the Hospital stared to provide the serviceat the new 
location. 

Chronic Disease and Rehabilitation HosDital (HosPital). A hospital facility licensed 
by the Massachusetts Department of Public Health under M.G.L.c. 111, 551, with 
a majority of its beds providing chronic disease services and/or comprehensive 
rehabilitation servicesto patients with appropriate medical needs.This definition 
includes sucha facility licensed with a pediatric specialty. 

DePartmentof Public Health(DPH). An agency of the Commonwealthof 
Massachusetts, ExecutiveOfficeof Health and Human Services established under 
M.G.L.c. 1731. 
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Direct Cost. The patient carecosts ofa cost center exclusiveof overhead and 
capital. 

Divisionof Health Care Finance and PolicY (DHCFP).An agency of the 
Commonwealth of Massachusetts, ExecutiveOffice of Healthand Human 
Services established under M.G.L.c. 1186, 

Divisionof Medical Assistance (Division).An agency of the Commonwealth of 
Massachusetts, Executive Office of Healthand Human Services established under 
M.G.L.c. 118E. 

Gross Patient Service Revenue. The total dollar amount ofa Hospital‘s charges for 
services rendered ina fiscal year. 

HosPItal FiscalYear (HFY). The fiscal year usedby an individual Hospital. 

HURM Manual. The Commonwealth of Massachusetts Hospital Uniform Reporting 
Manual, promulgatedby DHCFP under 1 14.1 CMR 4.00. 

INPATIENT Services.Routine and ancillary services which are provided to 
Recipientsadmitted as patients toa Chronic Diseaseand Rehabilitation Hospital. 

InPaTientPar Diem Rate. An all-inclusive daily rateof payment for any andall 
Inpatient Services provided a Recipient by a Hospital. 

Medicaid Prowam(Medicaid). The medical assistance benefit plans 
administered by the Division pursuantto M.G.L.c. 118E, §1  etseq. and42 U.S.C. 
§ 1396 et seq. (Medicaid). 

New HoSPital. A hospital whichwas not licensedand/or operatedas a non-
State-Owned Chronic/Rehabilitation HospitalFY 1993 or whichdid not reporta 
full year of actual costs inFY 1993. 

Overhead. Overhead consists of expenses for fringe benefits, administration, 
plant maintenanceand repairs, plant operations, laundry, housekeeping, 
cafeteria, dietary, maintenance personnel, nursing administrationand in-service 
education, RN & LPN education, medical staff teachingand administration, post 
graduate medical education, central serviceand supplies, pharmacy, medical 
records, medical carereview, and social services. 

ReciPient. A person determinedby the Divisionto be eligible for medical 
assistance under theMedicaidProgram. 

Rate Year (RY). The period beginning October1 and endingSeptember 30. RY 
2000 will begin on October1, 1999 and end on September30,2000. 

Effective: 1O/ 1/99 
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111. 	 MEDICAIDPAYMENTMETHODOLOGY FOR NON-STATE-OWNEDCHRONIC DISEASE 
ANDREHABILITATIONHOSPITALS 

A. Determinationof lnPatientPerDiem Rate 

The Inpatient PerDiemRateisanall-inclusivedailyrate paid forany and all 
inpatientcareand servicesprovided by a Hospital to a Medicaid Recipient, 
except for anyand all Administrative Days( s e e  Section 111 C. 1.) . The Inpatient Per 
Diem Rate is derived using the following method:(a)the sum of a hospital's base 
year inpatient Operating Cost (Section 111, paragraph A. 2.) plus the Adjustments 
to Base.YearCosts(Section 111, paragraph A. 4.) is divided by a hospital's base 
year patient days; plus (b) the Allowance for Inpatient Capital. 

1. DataSources . 

a) 	 Thebaseyearfor inpatientcostscontinues to be Hospital 
FiscalYear (HFY) 1993. TheDivisionutilizedtheinpatient 
costsreportedinthe HFY 1993 RSC-403 costreport. For 
hospitals that converted a majority of beds to long-term 
care b e d s  during HFY 1993, thebaseyearforInpatient 
Costsis HFY 1994 deflated toHFY 1993, using a FY 1993 - FY 
1994 inflationfactor calculated pursuant the 
methodology set forth in Section111, paragraph 4. b) 

b) lnpatientcostsincludeonlycostsincurred or to be incurred 
in the provision of hospital care and services, supplies and 

determined toaccommodations and accordingthe 

PrinciplesofReimbursementforProviderCostsunder 42 

U.S.C. SS1395 et seq. a s  set forth in 42 CFR 413 et seq., the 

ProviderReimbursementManual,theHURMManual, and 

Generally Accepted AccountingPrinciples. 


c) 	 The calculationsuse each Hospital'scosts and statistics,as 
adjusted as a result of prior audits or reviewsconducted by 
DHCFP. The alsoDivisionrequest additional 
information, data and documentationfrom a hospital or 
DHCFP asnecessary to calculate rates. 

d) 	 If thespecified data source is unavailableor inadequate, 
the Division will determineand use the best alternative 
data source and/or itmay performa statistical analysisto 
ensure comparability ofdata. 

lnPAtient2. 	 Year OPERATING Costs AllowableYear 
InpatientOperating Costs arethe sumof allowableInpatient 
DirectRoutineCosts,allowableInpatientDirectAncillaryCosts, 
and allowable Inpatient OverheadCosts a s  described below. 

Inpatient Routine Inpatient Routine 
Costsare a hospital'sTotalInpatientRoutineCosts as 
adjusted by audit. 
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b) 	 INPATIENT DirectAncillarY Costs. InpatientDirectAncillary 
Costs arecalculated as follows : 

(1) 	 InpatientDirectAncillaryCostsare calculated for 
each ancillary cost centerby multiplying the cost 
for each cost centertimes the ratio of Inpatient 
Patient Service Statistics to Total Patient Service 
Statistics . The inpatient direct ancillary costsfor 
the Drugand MedicalSupplies cost centers are 
calculated as follows: 

(a) 

(b) 

Thecostfor theDrugcostcenter is the sum 
theof Drugcost plus theTotalDirect 
OverheadCostrelatedtoPharmacy. The 

Direct DrugInpatient Ancillary cost is 
calculated by multiplyingtheabove sum 
times the ratio of the inpatient drug patient 
servicestatistics tothetotaldrugpatient 
service statistics 

the SuppliesThe costMedical cost 

center is the sumof Medical Suppliescost 

Dlus the Total Direct Overhead cost related 

to CentralService/Supplies. The Inpatient 

DirectAncillaryMedicalSuppliescost is 

calculated by  multiplyingtheabove sum 

times theratio of theinpatientmedical 

supplies patient service statisticsto the total 

medical supplies patient service statistics. 


year Laboratory, Physicalc) 	 Base coststhe Radiology, 
Therapy, Therapy, TherapySpeech Respiratory and 

cost are toOccupational Therapy centersadjusted 

incorporate efficiency standards. Efficiency standards are 

determined by ranking Hospitals' unit costs
and establishing 
medianunitcost. The medianunitcostsserves as the 
efficiency standard for each of these six (6) ancillary cost 
centers.HospitalsareclassifiedintoChronicDisease and 
Rehabilitation groupings. The classification of a Hospitals is 
determined by  whethertheHospitalprovidesprimarily 
Chronicdisease(longerstay)orrehabilitationservices as 
described in theirFY 1994 RSC 420 submission, and the1989 
American Hospital Association Guide, and based on their 
average lengthof stay. 

d) 	 Separateefficiencystandardsaredeterminedforchronic 
hospitalsand rehabilitation hospitals. 

e) Theefficiencystandardsaredeterminedasfollows: 
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For each cost center,a unit cost is calculated using 
the HFY 1994versionofthe RSC-403 report. To 
calculatetheunitcost, HFY 1994 InpatientDirect 
Ancillary Cost,as  described in Section111, paragraph 
2. b) (l), is divided by thecorrespondingstatistics 
for each cost center (The unit cost foreach hospital 
inthechronicgroup is rankedfromlowest to 
highest and the medianis determined. The median 
is theefficiencystandardforthechronichospital 
group. 

The unit cost for each hospital in the rehabilitation 
group is rankedfromlowest to highest andthe 
median is determined. The median is the efficiency 
standard for the rehabilitation hospital group. 

If a hospital's FY 1994 unit cost does not exceed the 
efficiency itsapplicable standard, HFY 1993 

Inpatient AncillaryDirect Cost as calculated 
pursuant to Section 111, paragraph 2. b) (1)isthe 
allowed cost for that cost center. 

If a hospital's FY 1994 unitcostexceedsthe 
applicable standard,efficiency the HFY 1993 
Inpatient Direct Ancillary Cost for that cost centeris 
adjusted as follows: 

(a) 	 Dividethedifferencebetweenthehospital's 
FY 1994 unit efflciencycost and the 
standard by the hospital'sFY 1994 unit cost. 

(b)Reducethe HFY 1993DirectAncillaryCosts 
for that cost thecenterresulting 
percentage. 

9 	 For all otherancillarycostcenters,theallowedcost is the 
HFY 1993 Inpatient Direct Ancillary Cost for that cost center 
as calculated pursuant toSection 111. paragraph 2. b) 
(1)Thesumof theallowedcostsfor each ancillarycost 
center constitutes the Total Inpatient Direct Ancillary Cost. 

3. TotalINPATIENT Overhead.TotalInpatientOverhead is calculated 
by comparing Total Inpatient Overheadto an efficiency standard 
as described below. 

Overheaddiema) 	 HFY 1993 Inpatient peramount is 
computed foreach hospital as follows: 

(1) 	 InpatientRoutineOverheadcost is calculated by 
subtractingDirectInpatientRoutineCost ) from 
Inpatient afterRoutinestep-down of 
overhead). 

(2) InpatientAncillaryOverheadCost is calculated by 

TN: 99-011 Effective: Approval 10/1/99 
Supersedes: 98-010 Date: 

FF 7 



the  

Separate  

Diem  

for  

Attachment 4.19-A(2a.) 

Determining total costoverhead 
allocated toeach ancillary department 
Extractinginpatient ofthe portionthe 
ancillaryoverheadcost by multiplyingthe 
overhead cost allocated to each ancillary 
department by the ratio of Inpatient Patient 
ServiceStatistics) to TotalPatientService 
Statistics), and 
Summing the inpatient portions of the total 
ancillary overhead cost ineach department 
to obtain the Inpatient Ancillary Overhead 
cost. 
Thesum of Inpatient Routine Overhead and 
InpatientAncillaryOverhead is divided by 
HFY 1993 Patient Days. Forhospitals that 
reportedcostsforCentralService/Supplies 
and/or Pharmacy, those costs are removed 
from the overhead costs and reclassified to 

costsAncillary pursuant to Section 111, 
paragraph 2. b) (1). 

efficiencystandardsare 
determined hospitals andforchronic 

hospitals, as describedrehabilitation in 
Section Ill,paragraph 2. d). 

The Inpatient Overhead PerDiemCostfor 
each chronic hospital is ranked from lowest 
to highest andthemedian is determined. 
The median is the efficiency standard for the 
chronic hospital group. 

The Inpatient Overhead PerDiemCostfor 
eachrehabilitationhospital is rankedfrom 

highest and thelowest to median is 
determined. The median is theefficiency 
standardrehabilitationthe hospital 
group. 

If a hospital's Total Inpatient Overhead Per 
Diem Cost doesnot exceed the appropriate 

standard, its Totalefficiency Inpatient 
OverheadCost is calculated pursuant to 
Section 111, paragraph 3.a)(l) without further 
adjustment. 

If a hospital's Total Inpatient Overhead Per 
Cost theexceedsappropriate 

standard,hospital'sefficiency the Total 

InpatientOverheadCost is theefficiency 

standardmultiplied by HFY 1993 Patient 

Days. 


Year4. Adjustments to Base Costs. 
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a) Substantial Program Change. For whichhospitals converted 
beds to longtermcareuseordiscontinuedmajorservices 
between the base year and Rate Year (RY) 1999, the base year 
costs shall be adjusted to remove the costs of the services no 
longer provided. 

b) lnflation. Total Inpatient Direct Costs, TotalRoutine Inpatient
Ancillary Direct Costs, and Total Inpatient Overhead Costs are 
adjustedforinflationfrombaseyear 1993 throughrateyear 
2000 using a composite index composedof two cost categories: 
labor and non-labor. The categories are weighted according to 
the weights usedby theHealth Care Financing Administration for 
PPS-excludedhospitals.Theinflationproxyforthelaborcost 
category is the Massachusetts Consumer Price Index (optimistic 
forecast). The inflation proxy for the non-labor cost category is 
the non-labor portion of the HCFA market basket for hospitals. 
Theinflationamountsare 1993-1994 Labor: 2.66Y0, Non­
labor: 3.9%; 1994-1995Labor: 2.40%, Non-labor: 3.8%; 1995­
1996 Labor: 2.8770, Non-labor 3.51%; 1996-1997 Labor: 
2.22%, Non-Labor: 1.62%; 1997-1 998Labor: 2.348% Non-
Labor: 1.598%; 1998-1999Labor: 2.173% Non-Labor: 1.12% 
and 1999-2000Labor: 1.04% andNon-Labor: 0.35%. The 
compositeinflationindex as calculatedhereinincludesa two 

increase, in conformanceprior ratepercent with years' 
calculations. 

c) Hospital-Specific Adjustments. If the CareDivision of Health 
FinanceandPolicygrantedahospital-specificadjustmentfor 
costs related to an increase in case mix intensity, in accordance 
withtheregulation in effectfor RY 1997,thatadjustmenthas 
beenincluded.Theadjustmentsgrantedin RY 1997 by the 
Division of Health Care Finance and Policywerethefollowing 
hospital-specific adjustments: 

(1) Jewish Hospital $ 41.9l/per dayMemorial 
(2)NewEnglandSinaiHospital $ 44.64/perday 
(3)MassachusettsRespiratoryHospital $43.28/per day 
(4)SpauldingRehabilitationHospital $ 29.77/perday 

for Capital5. AllowanceInpatient 

a)EachHospital'sbaseyear capital costsconsist of thehospital's
actualHFY1993patientcarecapitalrequirementforhistorical 
depreciationbuilding fixed reasonablefor and equipment; 
interest amortization leases rental ofexpenses; and; and 

subject to the describedfacilities, limitations below. For 
Hospitals which converted a majority of their beds to long-term 
carebedsduring FY 1993,allowablebaseyearcapital costs 
consistoftheHospital'sactual FY 1994patientcarecapital 
requirementdeflated to FY1993usingaFY1993 - FY1994 
inflation factor calculated pursuant to the methodology set forth 
in Section 1111, paragraph 4.b). 

b)Thelimitationsapplicable to baseyearcapitalcostsare: 
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Interestexpense attributable to balloon payments 
on financed debt are excluded. Balloon payments 
are those in which the final payment on a partially 
amortized debt is scheduled to be larger than all 
preceding payments. 

Where there was a change of ownership after July 
18,1984, thebasisofthefixedassetsusedinthe 
determination of depreciation and interest expense 
is the lower of the acquisition to the new owner 
or the basis allowed for reimbursement purposesto 
the priorimmediate owner. The depreciation 
expense is calculated usingthefullusefullives of 
the assets. 

All costs(includinglegalfees,accounting,and 
administrativecosts,travelcosts, and the costsof 
feasibility studies) attributable to the negotiation or 
settlementofthesaleorpurchaseofany capital 
asset after July 18,1984 (by acquisition or merger), 
forwhichpaymenthaspreviously been made b y  
any payer, and which have been included in any 
portionofprioryears'rates,aresubtractedfrom 
capital costs. 

Each Hospital's base year inpatient unitcapital cost equals the 
baseyearinpatient capital costdivided by  thebaseyear 
routine patient days. The base year inpatient unit capital cost 
is multiplied by a HFY 1993 to RY 1996 inflation factor, using a 
composite index composed oftwo cost categories: labor and 
non-labor. These categoriesareweightedaccordingtothe 
weights used by the Health Care Financing Administration for 
PPS-excludedhospitals.Theinflationproxyforthelaborcost 
category is theMassachusettsConsumerPriceIndex.The 
inflation proxy for the non-labor cost categoryis the non-labor 
portion of the HCFA marketbasketforhospitals.Theresultis 
thenadjustedbythe HCFA CapitalInputPriceIndexfor FY 
1996 to FY 1997 of 1%andFY 1997 to FY 1998 of 1.13%. and FY 
1998 to FY 1999 of -08%to determine the RY 1999 inpatient unit 
capital cost. 

d) 	 For RY 2000, theinpatientunit capital costs of all Chronic 
Disease and Rehabilitation Hospitals are rankedfrom lowest to 
highest and a median is determined. The median is the 
efficiency standard that serves as the Allowance for inpatient 
Capital for RY 2000. 

Rate for New and whichB. 	 Determination of Inpatient Hospitals Hospitals 
Closed a Majority of Beds and NowProvideSomeServicesin a New 
Location under New Management,and Merger of Hospitals. 
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1. HosPitals before Hospitalslicensed October 1. 1997. For which 
were notlicensedand/oroperated as a ChronicDisease and 
Rehabilitation Hospital in FY 1993; were not open for a full year in 
FY 1993 and did not reporta full year of actual costs in FY 1993; or 
werelicensedand/oroperated as a ChronicDisease and 
Rehabilitation Hospital inFY 1993 but eliminated a majority of beds 
andclosedthefacility and insubsequentyearscontinued to 
provide services in a new location and under new management 
their rates arecalculatedas follows: 

hospitals,allowable ancillary,a) 	 For chronic the routine, 
overhead, and capital perdiemcostsareestablished at 
the median of the HFY 1993perdiemcostsreported by  
comparable chronic hospitals. 

b) 	 For rehabilitationhospitals,theallowableroutine,ancillary, 
overhead and capital per diem costsareestablished at 
the 75th percentile of HFY 1993 per diem costs reported 
by comparable rehabilitation hospitals. 

c) 	 The allowableperdiemcostsareupdated by theinflation 
factor calculated pursuant to Section 111, paragraph 4. b) 
and paragraph5. d). 

2. HosPitalslicensed after October 1, 1997. 

a) 	 . The allowable overhead and capital perdiemcosts will be 
established at theefficiencystandards as calculated 
pursuant to Section 111, paragraph 3. and Section 111, 
paragraph 5. d), respectively. 

b) 	 The allowableroutine and ancillaryperdiemcosts will be 
established at themedianof HFY 1993 perdiemcosts 
reportedb y  chronic and rehabilitation hospitals. 

c) The allowableperdiemcostswillbe updated bythe 
inflationfactor calculated pursuant to Section 111, 
paragraph 4. b) and paragraph5. d). 

3. Meraer of HosPitals 

Where two chronicdiseaseand/orrehabilitationhospitalsmerge 
into a single chronic disease and/or rehabilitation hospital, the RY 
2000 per diem is a weighted average based upon projected per 
diem rates of ech hospital, and fiscalyear 1993 total days of each 
hospital. 

C. DeterminationofRateforAdministrativeDayPatients. 
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will be paid Administrativeusing1. 	 A Hospital for an 
Administrative Day Per Diem Rate (AD Rate). The AD Rate is an all­
inclusive daily ratepaid for each Administrative Day. The AD Rate is 
composed of three components: a statewide AD routine per diem 
amount, a statewideAD ancillary per diem amountand aHospital­
specificsupplementaryperdiemamount.Thestatewide AD 
routine per diem amount is derived from the weighted average 
Medicaid payment rate for case mix category T (10) patients in 
nursingfacilitiesin1996.Thestatewide AD ancillaryperdiem 
amount is derived the weightedfromstatewide average 
Medicaidancillarypaymentfor AD patientsinChronicand 
RehabilitationHospitalsin FY 1996. Thesumof the statewide AD 
routine and ancillary per diem amounts forRY 2000 is $254.14. For 
RY 2000. the supplementary per diem amount foreach Hospital is 
the difference between the statewide AD routine and ancillary 
per diem amountof $254.14 and eachHospital's RY 2000 Inpatient 
Per Diem Rate. 

IV. PAYMENTADJUSTMENTFORDISPROPORTIONATE SHARE HOSPITALS 

None ofthe non-State-Owned Chronic/Rehabilitation Hospitals in the Commonwealth 
offer obstetric services. Inaccordance with Section1923 ofthe Social Security Act (42 
U.S.C. 1396r-4). the Commonwealth will make payment adjustmentsto nonacute 
hospitals which serve a disproportionate number of low-income patients. Eligibility 
requirements and the methodology for calculating the adjustment are described 
below. 

A. Determinationof EliaibilitY 

A non-State-Owned Chronic/Rehabilitation Hospitalis eligible for a 
disproportionate-share adjustment if: 

1 .  the hospital's Medicaid inpatient utilization rateis at least one standard 
deviation above the mean Medicaid inpatient utilization rate for hospitals 
receiving Medicaid payments in the state;QJ 

2. the hospital's low-income utilizationrate exceeds twenty-five percent(25%) and, 

3. 	 to qualify for any typeof disproportionate payment adjustment, a hospital must 
have a medical, inpatient utilization rate, calculated by dividing Medicaid 
patient days bytotal patientdays, of not less than onepercent (1%). 

B. PaymentAdJustment 

1. 	 The total of all disproportionate share payments awarded to a particular 
hospital under this section shallnot exceed the costs incurred during the year of 
furnishing hospital servicesto individuals who either are eligible for Medicaid or 
have no health insuranceor source of third party coverage, less payments by 
Medicaid andb y  uninsured patients. No hospital willbe paid more than the 
sum of Medicaid unreimbursed costs and free care of that hospital.If an audit 
reveals that payments in anyrate year exceed this sum for a particular hospital, 
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the excess payments wouldbe returnedor offset against disproportionate share 
payments to the hospital for subsequent rate years. 

a. The total amount of funds allocated for paymentto Nonacute hospitals 
including Chronic/Rehabilitation, Psychiatricand State-Owned 
Nonacute hospitals under the federally-mandated Medicaid 
disproportionate share adjustment requirement be $150,OOO per 
year. 

2. The total amount of fundsto beallocated for each year will be distributed 
amongst the qualifying non-State-Owned Chronic/Rehabilitation Hospitals for 
thaf year, inaccordance with the determination of eligibility described in 
Section IV. A. above. The distribution of these funds willbe made according to 
the following methodology:For each hospital which qualifies under1.a.above: 

a. 	 the relative ratio ofa hospital's Medicaid inpatient utilization rate to one 
standard deviation of the mean Medicaid inpatient rate for hospitals 
receiving Medicaid payments in the state be calculated; 

b. 	 a non-State-Owned Chronic/Rehabilitation Hospital's relative ratioa s  
determined above willbe multiplied by a base amount in order to 
determine the payment adjustment amountthat nonacute hospital. 
The base amount shallbe calculated such that thedistribution of funds 
among qualifying hospitals under Section1V.A.above, shall equal the 
amount specified in Section1V.B.1.a. 

ExamPle: The mean Medicaid inpatient utilization rate in the is 0.45 
with a standard deviation (std) of.07. No hospital shallbe eligible unless 
the criterion set forth in sectionIV A. above are met. 

(A) (B) (C)"
Ratio ofHosp. 

Qualifying
HosPItals 

Medicaid Inp. 
Util. Rate 

Med. Util. Rate 
to Mean nlus std' 

Payment
AdJustment 

A 0.55 1.0577 10,275.02 
B 0.60 1.1538 1 1,208.58 
C 0.69 1.3270 12,891.13 
D 0.71 1.3654 13,264.16 

$47,638.89 TOTAL: 


Mean (0.45) + std (.07) = 0.52. 
t' 
 FY 1989 base amount equals$8,468.98; FY 1990 base amount 

equals $16,937.96; FY 1991 base amount equals$25,406.94 FY 
1992 base amount equals$14,571.74; FY 93 base amount 
equals $9,7 14.49 

0 for each hospital which qualifies underIV.A.(2) but notlV.A.(l) 
above: 

A base amount of the a.total allocated amount specified in 
above, plusan additional amount, calculatedon the base and 
proportionate to the amount that such hospital's low income 
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utilization rate exceeds twenty-five percent, be 
determined. 

ExamPle:Fivehospitals'low-incomeutilizationratesare at or above 25% and 
such hospitals donot qualify underlV.A.(l) above.One hospital's 
low income utilization rate 25%is 25%, while the rest exceed the 
rate. 

(1) 
QualifYinY 

(2)
Low Income 

(3)
Ratio of Low 

(4)
PaYment 

HosPitals Util. Rate Inc. Util. Rate AdJustmenY 

A .25 1.oo $14,57 1.74 
B .26 1.01 14,717.45 
C .31 1.06 15,446.04 
D .40 1.15 16,757.50 
E .42 1.17 17,048.93 

$78.546.66 

t 
 FY 1992 base amount equals$14,571.74
**  Total for hospitals qualifying under eitherlV.A.(l) or (2) equals 

$150,000 as specified in IV.B.l.a.If the hospital qualifies under both 
criteria no additional paymentis make beyond what the hospital 
receives pursuantto the first criterion. 

C. PediatricOutlier:ForinfantsUnderOne Year  of Age 


1. 	In accordance with section1902 of the Social Security Act, as amended by 
Section 4604 of OBRA 90, effective July 1.  1991, the Commonwealth will make 
an annual payment adjustment to non-State-Owned Chronic/ 
Rehabilitation Hospitals for inpatient hospital services furnished to infants under 
one year ofage involving exceptionally high costs or exceptionally long lengths 
of stay. 

2. 	Determination ofELIGIBILITY Determinationof eligibility for infants under one year 
of act shall be made as follows: 

a. ExcePtionallY lonaLENGTHSof stav. 

(i) First calculate the statewide weighted average Medicaid 
inpatient length-of-stay.This shall be determined by dividing 
the sum of Medicaiddays forall non-State-Owned 
Chronic/Rehabilitation Hospitals in the state. 

(ii) Second, calculate the statewide weighted standard deviation 
for Medicaid inpatient length-of-stay statistics. 

(iii) Third, add one and one-half times the state wide weighted 
standard deviation for Medicaid inpatient length-of-stay to the 
state wide weighted averageMedicaid inpatient length-of­
stay. Any stay equal to or lengthierthan thesum of thesetwo 
numbers shall constituteand exceptionally long length-of-stay 
for purposes of payment adjustments under this section. 
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b. ExceDtionallY Hiah Cost. For each non-State-Owned 
Chronic/Rehabilitation Hospital providing services on or after July1, 
1991to individuals under one year ofage the Commonwealth shall: 

(i) First, calculate the average cost per Medicaid inpatient 
discharge foreach hospital; 

(ii) Second, calculate the standard deviation for the cost per 
Medicaid inpatient discharge foreach hospital; 

(iii) Third, add one and one-half times the hospital's standard 
deviation for the cost per Medicaid inpatient discharge to the 
hospital's average cost per Medicaid inpatient discharge. Any 
cost which equalsor exceeds the sum of thesetwonumbers 
shall constitutean exceptionally high cost for purposesof 
payment adjustments. 

(a) The amount of fundsallocated shall be twenty five 
thousand dollars ($25,000) forFY 2000. This includes 
Chronic/Rehabilitation, Psychiatric and State-Owned 
Nonacute hospitals. 

(b) Any Hospital which qualifies for a payment adjustment 
for infants under one shall receive one percentof the 
total funds allocated for such payments. In the event 
that the paymentsto qualifying non-State-Owned 
Chronic/Rehabilitation Hospitals would exceed the 
total, eachshare shall be proportionately reduced to 
stay within the allocation. 

D. ChildrenUnder Six 


1 .  	EliaibilitY for PaYment. Consistent with section 4604 of the Omnibus Reconciliation 
Act of 1990 (OBRA 90) outlier adjustments for medically necessary inpatient 
hospital services, effective July 1, 1991, involving exceptionally high costs or 
exceptionally long lengths of stay (as defined in sections 1V.C.and 2b. of this 
Plan), are extendedto services for children whohave not reached the age of 
six, if provided by a hospital which qualifies as a disproportionate share hospital 
under Section 1923 (a) of the Social SecurityAct. 

2. Amount of Payment Adjustment 

a. The amount of fundsallocated shall be twenty five thousand dollars($ 
25,000) for FY 2000. This includes Chronic/Rehabilitation. Psychiatric and 
State-Owned Nonacute hospitals 

b. Any Hospital which qualifies for a payment adjustment for children under 
six, pursuant to 1V.C.1. above shall receive one percent of the total 
funds allocated for such payments. Inthe event that the payments to 
qualifying non-State-Owned Chronic/Rehabilitation Hospitals would 
exceed the total, each share be proportionately reduced to stay 
within the allocation. 

TN: 99-011 
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E. 	 Limitson Allocation ofFunds. The total amountonfunds allocated forpayment 
to non-State-Owned Chronic/Rehabilitation Hospitals maybe proportionately 
reduced to stay within the federalDSH allotment limits for disproportionate share 
payments pursuantto 42 U.S.C. 1396r-4. 
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